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TO:  Each Supervisor 
 

FROM:  Thomas L. Garthwaite, MD 
   Director and Chief Medical Officer 
 

SUBJECT: STATUS OF DISCUSSIONS WITH INTERESTED PARTIES OVER 
THE FUTURE OF RANCHO LOS AMIGOS 

 
 

On January 28, 2003, your Board approved the Department’s recommendation to 
close Rancho Los Amigos National Rehabilitation Center (Rancho) and instructed the 
Director of Health Services’ and the Chief Administrative Officer to work with the 
California Community Foundation (CCF), other non-profit foundations and any 
interested parties to determine if Rancho can transition to a free standing facility and 
report back in 60 to 70 days.  Your Board further instructed that the report back 
include information related to the ability to generate the revenues necessary to offset 
the net County costs associated with operating during the transition period between 
now and any takeover. 

 
This is to provide your Board with an update on these activities. 

 
BACKGROUND 

 
Following the January 28 hearing, the Department and CAO formed a Governance 
Conversion Working Group comprised of representatives from the Chief 
Administrative Office, County Counsel, the DHS Chief Operating Officer, Rancho 
clinical leadership, LAC+USC clinical leadership and Harbor-UCLA clinical 
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leadership.  A representative of SEIU Local 660 was subsequently included in the 
Working Group. The Working Group has been charged with providing information 
and technical expertise to CCF and other interested parties and identifying the issues 
surrounding transitioning Rancho to a private, non-profit and the development of 
work plans and time-lines, costs and other pertinent information to assess the 
reasonableness of Rancho’s viability as a private, non-profit.  
 
It is important to note that the Department originally targeted May 1, 2003 for the first 
round of employee reductions that will trigger the “employee cascade” process.   
Because of the 60 to 70 day window to assess the feasibility of Rancho transitioning 
to a private, non-profit entity, that date was rescheduled to June 30, 2003. The 
impact of this new date resulted in not achieving approximately $7.5 million in 
savings included in the Department’s forecast.  

 
CALIFORNIA COMMUNITY FOUNDATION UPDATE 
 
Attached is an update from CCF regarding their efforts to transition Rancho. CCF has 
retained the services of Gill/Balsano Consulting and engaged Manatt, Phelps & 
Phillip, LLP to assist them in preparing an analysis of the options to transition 
Rancho. CCF has been unable to complete a formal feasibility study at this time but 
they anticipated it to be completed by April 15.  They do not expect the major findings 
to be different than what is included in the attached memorandum. The Department 
has reviewed the CCF memorandum and the following is a discussion of the major 
findings in that document.   

 
Approach and Timing Issues 
 
One of the most notable preliminary findings is that “the immediate transition of 
Rancho to a start-up non-profit entity is not feasible.   On the other hand, the 
assumption of Rancho’s operations by an existing non-profit hospital or hospital 
system would result in significant time and cost-savings, facilitating a speedier 
transition from public to non-profit status.” 
 
While CCF has had informal discussions with several hospitals, there has been no 
formal solicitation to existing hospitals or hospital systems to assess their interest in 
taking over the operations of Rancho.  This approach appears appropriate, however, 
we cannot evaluate the likelihood of an existing hospital or health system pursuing 
this option.    
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Another key assumption that warrants close examination is that “operations as a 
nonprofit hospital would begin on or about July 1, 2004.”  This timeframe appears 
optimistic given that CCF indicates a one-year transition of ownership would be 
needed and there is no identified existing hospital or hospital system to take over 
operation of Rancho at this time. 

 
Timing is a key issue in that if the closure of Rancho is delayed beyond June 30, 
2003, the County will incur $18 million in additional net county costs in FY 2003-04 
above the $14.7 million assumed in the DHS budget.  

 
Costs and Revenue Projections 
 
The approach of CCF’s consultant Gill/Balsano (GBC) to estimate staffing and costs 
relative to planned clinical program, size and volume of services appears reasonable.  
It is based on the consultant’s use of accepted industry staffing patterns, pending 
State regulations on nurse to patient ratios and pay scales adjusted to the Southern 
California marketplace.  
 
The revenue projections are based on a payer mix that includes 25% indigent over 
five years.  It assumes an increase over the five years in commercial payers to 35% 
of its overall mix and a decline in Medi-Cal patients to about 30% of its overall mix.  
The Department in unable to evaluate the assumptions relative to payer mix changes 
other than to compare them to Rancho’s current payer mix. 
 
The preliminary report assumes that “the new operator would neither undertake or 
assume any bonded indebtedness relating to Rancho.”  The current debt service 
covering the capital costs of the Jacqueline Perry Institute (JPI building), parking 
structure and central plant is estimated to be approximately $15 million annually until 
Fiscal Year 2006-07 when the bond debt drops to an annual payment of 
approximately $7.3 million.  

 
Philanthropy and Transition Costs 
 
As noted earlier, your Board instructed the Department to report back on the ability to 
generate revenues to off-set the costs of transition.  The Department estimates that a 
scaled down Rancho with a program suitable for transition to a non-profit model will 
cost $18 to $20 million in net county cost to operate. 
 
CCF reports that, in addition to a pledge of $3 million from the LA Care Health Plan 
toward the operations of an independent Rancho, that they have secured an 
additional $15 million in preliminary commitments over a five-year period.  CCF  
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reports that the availability of additional philanthropic funding is dependent on the 
development of a viable business plan for an independent Rancho.   

 
Therefore, at this time, there is not a revenue source to offset the net county cost 
associated with operating Rancho during a transition. 
 
CONCLUSION  
 
We believe that the final Gill Balsano report will conclude that Rancho can operate at 
a cost consistent with similar facilities nationwide.  To date their report does not 
provide the detail of revenues available to offset those costs.  I believe that they will 
find a business model that has the potential of long-term stability if they can then 
attract philanthropic support.  If the business model is good, CCF believes that there 
is interest from the philanthropic community.  None of these variables can be 
predicted with certainty. 
 
The cost of additional time for the non-profit model to develop is at a minimum:  1) 
$18 million in operational costs annually which represents a reduction in net county 
cost of about $40 million from the current program, 2) the turmoil of downsizing this 
year with a potential for closure next year, and 3) the opportunity cost of the facility or 
its bond debt.  CCF’s current model requires the interest and participation of a not-
for-profit system. 
 
On the plus side, using an existing private not-for-profit health adds resources, 
management skill, and would speed a transition.  On the negative side, not-for-profit 
systems are currently facing considerable pressure and uncertainty in terms of 
imminent cuts in Medi-Cal due to the state budget crisis, increasing pressures from 
the uninsured due to the poor economy, poor return on investments due to the down 
turn in the stock market, and pressures for both Medicaid and Medicare reform 
nationally. 

 
At your direction, we have been proceeding along parallel tracts to close or create a 
bridge model to a non-profit.  Because of the imminent action to curtail admissions 
and run the employee cascade, we will proceed to close unless otherwise instructed. 
 
Please let me know if you have any further questions. 
 
TLG:il 
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 c: Chief Administrative Officer 
  County Counsel 
  Executive Officer, Board of Supervisors 












